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Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to present our observations, based on
ongoing and recently completed work, about efforts underway within the
Department of Defense (DOD) to reform how it does business. My
statement focuses on the various initiatives included in the Defense Reform
Initiative (DRI) Report issued by the Secretary of Defense in November
1997.

The DRI Report outlined a series of initiatives that the Secretary and other
DOD officials hope will revolutionize DOD's business affairs by making
DOD's current organization and business practices more agile, responsive,
and efficient. We strongly endorse the need for DOD to reform its business
processes and reduce its support infrastructure costs. DOD officials have
expressed the hope that the DRI will eventually provide a major source of
annual recurring savings that can be used to help increase funding for
weapon systems modernization.

Today, as you requested, I would like to (1) outline actions taken by DOD to
provide program direction and give momentum to the DRI effort;
(2) discuss additional steps that could be taken to facilitate a more
comprehensive reform effort; (3) discuss the impact of the current
initiatives on the DOD's budget process; (4) highlight progress generally
being made in implementing the initiatives; and (5) provide a more detailed
discussion about the status of the competitive sourcing initiative.

Results in Brief The Secretary and the Deputy Secretary of Defense have shown strong
support for the DRI program and established an organizational framework
to give additional structure and guidance to the effort. Also, using special
directives, performance contracts, and planning and budget guidance, DOD
has sought to institutionalize and sustain the DRI. DOD's inclusion of the
DRI into its plans for implementing the Government Performance and
Results Act (Results Act), and its requirements for strategic goals and
performance plans, represent an important step toward ensuring a
long-term focus on the initiatives and on efforts to track their progress.

1The Results Act requires federal agencies (including DOD) to set strategic goals, measure
performance, and report on the degree to which goals were met. Its intent is to focus agencies more on
results, service delivery, and program outcomes. This is expected to provide the Congress and other
decisionmakers with objective information on the relative effectiveness and efficiency of federal
programs.
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Because the DRI framework has been in place for just over a year, it is too
soon for us to assess how effective it will be in the long term. We did,
however, identify several areas where DOD could build on its initial efforts
to give greater impetus to its desire to achieve a "revolution in business
affairs." These include (1) incorporating other major ongoing reform
efforts in the DRI so that DOD can develop a more comprehensive
integrated strategy for reforming defense business and support activities;
(2) better delineating the funding requirements needed to achieve the
major reforms; and (3) enhancing the Department's abilities to measure
DRI results, particularly through needed financial management and related
reforms.

DOD has projected specific savings for only two of the initiatives, and these
savings have already been factored into DOD's future budget plans. The
two initiatives relate to DOD's desire to conduct additional base closure
rounds in 2001 and 2005, and to open 229,000 government positions to
competition within the public and private sectors over the next several
years. DOD officials expect both initiatives to provide significant savings.
However, a variety of factors suggests that significant short-term savings
from these and other initiatives are uncertain. First, while DOD has
requested, the Congress has not authorized additional base closure rounds
because of concerns about prior rounds. Second, DOD components have
not fully identified the resource requirements needed to conduct the
planned competitive sourcing studies or the personnel separation costs
likely to be associated with implementing the results. Other initiatives also
have significant up-front investment costs that must be offset before net
savings begin to accrue. Further, some initiatives, such as utility and
housing privatization, might be better depicted as helping to avoid future
operating costs and capital outlays, rather than reducing existing budget
levels.

The DRI program includes a variety of reform or reengineering initiatives,
many of which were ongoing before they were brought under the DRI
umbrella. To varying degrees, the DRI framework has given them
increased visibility and top-level support within DOD. Yet, each initiative
varies in its progress toward meeting its objectives and milestones, and
some will likely require more time to complete than originally projected by
the DRI. Some initiatives still face challenges that could affect their
ultimate success.

Competitive sourcing is one of the major initiatives, and DOD's plan for this
effort is ambitious. Benefits to be gained from this program are significant
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and savings can be expected. However, in our past work we have raised
some concerns about the magnitude of savings likely to occur under this
program in the short and long term. Short-term savings may not be realized
as quickly as DOD has projected because of the need to offset the up-front
investment costs associated with implementing this initiative. There is also
some uncertainty about the extent to which savings initially estimated from
competitive sourcing studies can be sustained over time based on changes
that have occurred after competitions were completed, and DOD's lack of a
system for tracking savings. Additionally, some DOD component officials
have expressed concerns about the capacity of DOD components to initiate
and complete so sizeable a study effort in the time frames currently
established. In many cases, detailed plans for specific positions and
functions to be studied by individual DOD components have not yet been
developed. Some officials have expressed uncertainties about the number
of positions/functions in DOD that are suitable candidates for competitive
sourcing studies. DOD's new commercial activities inventory that was to
be provided to the Congress in January 1999, is still pending. This
inventory is supposed to provide an updated assessment of positions
suitable for competitive sourcing studies.

Background The genesis of the DRI was the Quadrennial Defense Review (QDR), which
was completed in May 1997. Among other actions, the QDR called for DOD
to reduce its support infrastructure and streamline its business practices.
The DRI, as a follow-on effort to the QDR, is built around four major reform
efforts or pillars:

* Reengineering defense business processes and support functions
primarily by adopting and applying private sector best practices.

* Reorganizing and reducing the size of DOD headquarters elements and
defense agencies, including the Office of the Secretary of Defense.

* Expanding the use of competitive sourcing to open DOD's commercial
activities to competition from the private sector.

* Conducting two additional base realignment and closure (BRAC)
rounds and eliminating other facilities that are no longer needed and/or
that drain resources.

While DOD expected that each of these efforts would reduce support
infrastructure costs, most savings were to come from two initiatives-
BRAC and competitive sourcing. These were the only two initiatives for
which DOD established specific savings goals. At the same time, success in
implementing these and other initiatives could also be expected to
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contribute toward departmentwide plans for significant additional civilian
and military personnel reductions. Our July 1998 report on DOD's
1999-2003 Future Years Defense Program (FYDP)2 noted that the services
planned to reduce 175,000 military and civilian positions by 2003.3

In implementing the DRI program, DOD has addressed some of the
obstacles that have limited the success of past reform efforts by adopting
some proven management change concepts. For example, the Secretary
and Deputy Secretary have shown strong support for the program and
established an organizational framework to give additional structure,
guidance, and follow-through to the effort. This framework consists of a
Defense Management Council, a "Coordinating Group" to support the
Council, and a DRI office to track implementation and surface issues that
need management attention. The Council is chaired by the Deputy
Secretary of Defense and includes among its membership the
Undersecretary of Defense (Comptroller), the Vice-Chairman of the Joint
Chiefs of Staff; the other three Under Secretaries of Defense, the three
service under secretaries, the four service vice-chiefs, and the Director of
the DRI office. The Coordinating Group is also comprised of senior-level
representatives from the services and the Office of the Secretary of
Defense (OSD) such as the Deputy Director for Army Program Analysis and
Evaluation, and the Marine Corps Assistant Deputy Chief of Staff for
Requirements and Planning. The Executive Director for the group is the
Director for OSD Program Analysis and Evaluation. Several months after
the DRI was announced, the Secretary established a small DRI office to
help track the implementation of the initiatives and advise him when the
reform. efforts were not progressing as expected.

Program Direction and The Secretary and Deputy Secretary have used a variety of public forums to

Follow Through give visible support to the DRI effort. Additionally, they and other topdepartmental executives are using a variety of means within the
Department to communicate the goals and objectives of the DRI program

2The FYDP is an authoritative record of current and projected force structure costs and personnel
levels approved by the Secretary of Defense. In its annual FYDP documents DOD presents its estimated
expenditures and appropriations needs for the budget year for which funds are being requested, at least
the 4 years following it, and the 2 years preceding it. The Fiscal Year 1999 FYDP supports the
Presidentls fiscal year 1999 budget request.

3 Future Years Defense Program: Substantial Risks Remain in DOD's 1999-2003 Plan (GAO/NSIAD-98-204,
July 31, 1998).
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and provide program emphasis and direction. The means include
(1) developing DRI directives to communicate specific goals and
objectives, milestones, and decisions for selected initiatives; (2) creating
performance contracts for selected DOD agencies; (3) directing that the
military services and DOD agencies adopt performance plans that address
DRI objectives; and (4) including emphasis on DRI in departmental budget
guidance.

Defense Reform Initiative Directives (DRID) are coordinated through the
Defense Management Council and issued by the Deputy Secretary of
Defense for selected DRI initiatives. They describe the initiatives and
provide specific direction, including milestones, to the DOD components
responsible for carrying them out. They are a continuation of what DOD
previously called Management Reform Memoranda (MRM), first used by
the Deputy Secretary in early 1997 in his former capacity as Under
Secretary of Defense (Comptroller). As of February 1999, DOD had issued
17 MRMs and 49 DRIDs. Though not issued for all initiatives, they have
been used most frequently to implement organizational changes and to give
directions to actions that cut across multiple organizations.

The DRI report called for the development of performance contracts for
various DOD agencies; such contracts were intended to improve DOD's
oversight of these agencies. The contracts are to include cost cutting and
service improvement goals for each of the agencies, along with specific
performance measures and annual reporting requirements. Four agencies
were selected to pilot the effort in fiscal year 1999; others will be included
in fiscal year 2000.

As you may recall, we testified before this Subcommittee last year
concerning challenges facing DOD as it attempted to implement the DRI.4

In that testimony, we pointed out limitations in DOD's planning processes
related to prior reform efforts and the need for hierarchically linked goals
and performance measures. DOD took an important step toward
addressing these issues as it began to implement the Results Act and its
requirement for strategic and performance plans. A key performance goal
included in DOD's recently issued Results Act Performance Plan for fiscal
year 2000, which we are assessing, is to streamline the DOD infrastructure
by redesigning the DOD's support structure and pursuing business practice

4 Defense Management: Challenges Facing DOD in Implementing Defense Reform Initiatives
(GAO/T-NSIAD/AIMD-98-122, Mar. 13, 1998).
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reforms. DOD also cited a variety of performance indicators that it would
track over time, such as percentage of budget spent on infrastructure and
the number of public-private sector competitions. This incorporation in
the Performance Plan represents an important step toward
institutionalizing the initiatives and attempting to track progress.

DOD has also emphasized the DRI through its budget guidance. In this
respect, the Defense Planning Guidance, which was issued to guide
preparation of the fiscal year 1999 Defense budget, directed the services
and Defense agencies to construct budgets and programs consistent with
the corporate-level goals in the QDR. Further, the planning guidance for
the fiscal year 2000-2005 defense program directed the services and DOD
agencies to support QDR and DRI goals through the planning process for
future years budgets.

For the most part, DOD has relied upon its DOD components to provide
any needed funding for DRI from their own operating budgets with the
promise that they could retain and reallocate savings achieved to other
needs. At the same time, anticipated savings from the competitive sourcing
initiative are already being reallocated from operating budgets to other
needs within the services.

Opportunities to Because the DRI framework has been in place for just over a year, it is too
soon for us to assess how effective it will be in the long term. We did,

Facilitate a More however, identify several areas where DOD could build on its initial efforts

Comprehensive to give even greater impetus to its desire to achieve a "revolution in
Reform Effort business affairs." These areas include (1) incorporating other major

ongoing reform efforts in the DRI so it can develop a more comprehensive
integrated strategy for reforming defense business and support activities;
(2) better delineating the funding requirements needed to achieve the
major reforms, and (3) enhancing the Department's abilities to measure
DRI results, particularly through needed financial management and related
reforms.

The DRI report did not include all of the Department's ongoing or planned
major business process and support activity reform efforts, and several
that were included represented small elements of larger reform efforts not
under DRI. Some not included are significant and impact many functional
areas. Examples include logistics and financial management reforms. Only
limited pieces of logistics reform measures, such as expanded use of prime
vendor agreements and use of purchase cards, were included in the
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original DRI report and, except for reducing the number of Defense
Finance and Accounting Service locations, financial management reform
was not discussed. A key aspect of reengineering DOD's logistics process
is the development of modern, reliable logistics information systems.
These systems will also be important feeder systems for DOD's financial
management systems. Thus, these are some areas that could benefit from
increased visibility and discussions in the senior leadership forums
provided by the Defense Management Council. The absence of key
initiatives from DRI also show that DOD's reform efforts, while significant,
have not been brought together to provide as comprehensive and
integrated a plan for defense reform as they might be. Doing so could
provide a more complete picture of major reform efforts that are needed
and planned and, to the extent they are interrelated, provide the basis for
developing a more comprehensive, integrated strategy for achieving them.

Also, an important aspect of any reform effort is the ability to establish
baseline costs and measure the impact of change. Because of the condition
of DOD's financial management systems, obtaining this type of information
is difficult and, in many cases impossible. As a result, DOD tends to rely on
performance indicators that track progress or status rather than measure
results, including any cost savings. While some measures of progress are
necessary to understand what is left to be done, not having information on
results or outcomes makes it difficult for DOD or anyone to determine to
what extent overall goals and objectives are being met and dollar savings
are being achieved.

To gauge the progress of individual DRIs, the DRI office periodically
collects information on them-primarily those with established
performance targets in a MRM or a DRID-and provides feedback to the
Secretary of Defense and the Defense Management Council. Because most
of the tracking information does not come directly from DOD systems, it
must be compiled off-line and it is limited. The DRI Director told us that
his staff is attempting to improve and expand on the collected information
and hopes to develop better performance measures for reporting DRI
progress and results. However, prospects for significant improvements in
DOD's ability to measure the effects of its initiatives and achieved savings
will likely depend more on progress in improving its financial management
and feeder systems-actions that could require several years to complete.
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